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ADVANCE LETTER ON 



GENERAL BUSINESS CONDI 

<JXCay 14, 1921 



(The Date Refers to the Day of Final Revision) 



The Index 



other words, the basis of comparison is abnormally large 

CURVE B, representing business, resumed its down- because of a non-business factor, 
ward trend in April, the decline being at about the 

same rate as in February. Although readjustment was Business 

practically complete in most lines, some prices fell Bradstreet's index of wholesale prices for May 1 was 

sharply during the month; and this brought wholesale $10.82, a decrease of 4.8 per cent from the index for 

prices to a new low level. There is nothing in the latest April 1, and of 48.1 per cent from the high point of 
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INDEX CHART. The items locating curves A, B, and C all refer to complete calendar months and the points are plotted in the middle of the spaces allotted to the months. 

Group A — Speculation : New York Bank Clearings, Shares Traded on the New York Stock Exchange, Price of Industrial Stocks. 

Group B — Business : Bank Clearings Outside New York City, Bradstreet's Price Indices. 

Group C — Banking: Rate on 4-6 Months Commercial Paper, Rate on 60-90 Day Commercial Paper. 



Explanation: Each of the three curves on the Index Chart is obtained by 
averaging a group of statistical series, each group being composed of series 
homogeneous in character; i. e., when corrected for the seasonal influence 
and normal growth, the series of each group move in the same direction (up- 
ward or downward) at the same time. The series were all expressed in com- 
parable units before averages were taken. 

Our interpretation of the fluctuations of the three curves of the current 
index chart is based upon the relationship which was discovered among simi- 
lar curves for the period 1903-14. All three curves had wave movements, but 
the upward swings and the crests of the waves were not reached simultane- 
ously. The major movements of speculation preceded those of business by 
4 to 10 months, and the movements of business preceded those of banking by 
2 to 8 months. 

The persistent decline of curve A and the equally persistent rise of curve 

movements of the other curves to indicate how soon 
these final readjustments will come to an end. It will 
depend principally on the movements of Curve C, rates 
on commercial paper, or rather on the conditions which 
these rates reflect. 

The change in Curve B is due to a drop in both of the 
series on which it is based (wholesale prices and outside 
bank clearings), and is doubtless accentuated by the 
influence of income tax payments on bank clearings in 
March, the month with which April is compared. In 



C, both movements beginning in November 1919, indicated that a decline of 
business activity and commodity prices, curve B, would be inaugurated in 
the spring of 1920. In fact business unsettlement was noticeable in April 
of that year. The existence of the federal reserve system enabled us to avoid 
a financial panic but not a severe industrial depression which has continued 
into the spring of 192 1. 

Until March of the present year the Index Chart gave no sign of improve- 
ment in business conditions, but in that month curve C {representing money) 
moved downward and the declines of both curve A and curve B were arrested. 
In April both curve C and curve A moved practically sidewise, indicating per- 
haps that the improvement noticed in March was being maintained. These 
recent movements of the curves probably indicate that the period of liquidation 
which began in April 1920 is approaching its end. 



February i, of last year. Although eleven of the thir- 
teen groups of commodities on which it is based de- 
clined, provisions were responsible for six-tenths of the 
decrease in April. The percentage decline for this 
group, as compared with the previous month, was 10 
per cent. The other foodstuffs also declined, but gener- 
ally in smaller proportions. This brings Bradstreet's 
index down to less than 20 per cent above the average 
for 1 9 13. The index number of the United States 
Bureau of Labor Statistics, however, is at a consider- 
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ably higher level (162 in March) compared with the 
same pre-war year. The latter index, although less 
sensitive to the business cycle, is a better measure of the 
level of general commodity prices than is Bradstreet's. 
The volume of business, as shown by bank clearings 
outside New York City, was also lower than in the 
previous month, falling from 14,320 million dollars to 
13,370 millions, a decrease of 7 per cent. In pre-war 
years April clearings were usually about 2 per cent 
below the March figures. The following table, giving 
the clearings for different sections of the country, shows 
that the New England and Middle Atlantic states have 
made relatively the best showing, while the southern 
and western states have made the poorest. As com- 
pared with the changes recorded in March, this reflects 
the revival in textiles and leather, important New 

Outside Clearings: Actual Figures 
{Unit: $1,000,000) 



Section 


March 
1921 


April 
1921 


Ratio of March 

to February 

1921 


Ratio of 

April to March 

1921 


Middle * 
New England. 
Middle West . 

Pacific 

Other West . . 


3,296 

1,367 
4,014 

1,576 
1,809 
2,263 


3,140 

i,345 
3,77o 
i,45i 
1,633 
2,032 


IIS.O 

112. 7 

I2I.O 
I24.6 
126.2 
II2.4 


95-3 
98.4 

93-9 
92.1 

90.3 
89.8 


Total * . . . 


14,324 


13,372 


1 1 8.3 


93-4 



* Excluding New York City. 

England industries; the passing of the seasonal activity 
experienced in the agricultural districts at planting 
time; and the continued depression in the cotton- 
growing sections. 

There is little definite change in general business 
conditions or business sentiment. The iron and steel 
trades have a somewhat better tone, but a feeling of 
caution still dominates. Building operations appear to 
have made no further progress, the instability in the 
prices of materials having led to considerable uncer- 
tainty among buyers. The textile, leather, and auto- 
mobile industries continue to improve. Although the 
reports of the Department of Labor show a slight in- 
crease in unemployment, the three industries just 
named report decreases, and it is the general belief that 
the corner has been turned. 

European conditions appear likely to be less disturb- 
ing to our industry and commerce than they have been 
hitherto. The acceptance by the German government 
of the last reparations demands of the Allies, the terms 
of which represent a real attempt to meet the reasonable 
requests of the Germans as to methods of payment, 
should have a stabilizing influence which is much to be 
desired. Western Europe, like the United States, is 
experiencing an industrial depression; but it may fairly 



be said that France, Belgium, and Germany, although 
by no means back to normal, have made substantial 
progress in important fundamentals. The decreases in 
the official bank rates reported from London, Switzer- 
land, Stockholm, and Copenhagen indicate a relaxing 
of the credit stringency, and may give the signal for 
some revival of industry. 

Speculation 

The increase in speculative activity which developed 
during the last week of April has continued in May, 
transactions of more than a million shares being reported 
in New York on the second, fifth, and sixth of the 
month. Stock prices, especially rails, have shown fur- 
ther strength. Railroad shares have fallen again dur- 
ing the last few days, but are still at a higher level 
than at any time since early in March. Although in- 
dustrials have not risen quite so much as rails, their 
average price thus far in May is higher than the average 
of any month since last November. 

Bond prices have also moved upward in May. Dow, 
Jones & Co.'s average reached its highest point since the 
middle of February on May 10. It is still nearly a point 
below the high record of the present year. All classes of 
bonds shared in the advance, but "second-grade" rails 
were most affected. 

Banking 

Although average actual rates on commercial paper 
have declined but little, there is a distinctly easier tone 
in the market, and more transactions are reported at the 
lower rates of the published range of quotations. The 
revisions of rediscount rates recently announced in some 
federal reserve districts leave Dallas the only district 
with a rate as high as 7 per cent on commercial paper, 
the rate in New York and Minneapolis being 6| per 
cent, with 6 per cent in the other districts. The outlook 
for better conditions in the money market is therefore 
encouraging. 

The following table shows the principal changes which 
have affected the reserve position of the federal reserve 
banks since our last letter: 

Computation of the Reserve Ratio of the Federal 
Reserve Banks 

. . _ Apr. 27, 1021 May n t 1921 

(a) Reserves: (million dollars) 

Gold 2,318 2,364 

Legal tender notes, silver, etc. ... 187 174 

Total reserves 2,505 2,538 

(b) Demand liabilities: 

Federal reserve notes in actual 

circulation 2,830 2,805 

Government deposits 36 14 

Due to members — reserve account 1,657 1,688 
Other deposits, including foreign 

government credits. 33 32 

Total demand liabilities ... 4,556 4,539 

(per cent) 

Ratio of (a) to (6) 55.0 55.9 
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